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CAPITAL TRANSIT CO. REPORT 


THURSDAY JUNE 19, 1952 


House or REPRESENTATIVES, 
Pusuic Urinities, INSURANCE, AND BANKING SUBCOMMITTEE. 
Disrricr or Co_tumBiA ComMMITTEr. 
Wash ington, BD 


STATEMENT OF JOHN F. KeNNeEpY, A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF MASSACHUSETTS, AND CHAIRMAN OF THE 
Pusiic Uriniries, InsuraNcr, AND BANKING SUBCOMMITTEE OF 
THE COMMITTEE ON THE Districr or CoLUuMBIA 


Transit problems in the Washington metropolitan area have re- 
cently become a matter of concern to the residents of the area and 
the committees of Congress dealing with District of Columbia affairs. 
In most American cities, the transit picture is generally one of deterior- 
ating service, higher fares, low returns to investors and depressed stock 
values. Even in cities where the transit system has become publicly 
owned, mounting deficits are becoming an increasing burden on public 
treasuries. In Washington, the story of the Capital Transit Co. is 
different. In the last 3 years the stock of that company has moved 
from $20 a share to the neighborhood of $60. Since 1949 dividends 
aggregating $18.40 have been paid to its stockholders. The company’s 
long-term debt has decreased at the rate of $1,000,000 a year and it 
has wiped out its entire short-term indebtedness. Nevertheless, the 
rate of return earned by the company has been found too low and in 
the last 5 years four successive fare increases have been awarded the 
company. The company, however, claims that the fares are still too 
low to provide it a reasonable return upon its invested capital. It 
has only recently again filed for another fare increase that will abolish 
all tokens and all weekly passes and establish all fares at the rate of 
15 cents, except school children fares of 3 cents which are fixed by 
act of Congress. Even these fares, the company claims, will be too 
low if further wage increases are required to be given its employees 
when on June 30 of this year the present employment contract expires. 
The president of the company has publicly taken the position that 
unless fares are very substantially increased, the only method of con- 
tinuing to render adequate service to the District will be for Govern- 
ment to take over the transit system, issuing debentures to the present 
share holders which will provide them a reasonable return upon their 
stated investment. Costs not met by revenues must then be financed 
in such measure as Government may choose. 

Meanwhile, complaints with regard to the service being rendered 
have become numerous. The District Committee of the House 
has received a aumber of them, and these complaints have been 
referred to the subcommittee of which I am presently chairman. 
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li pursuing my investigation of the transit situation in Wash- 
ington, | was fortunate a to enlist on a volunteer public service 
basis the services of Mr. James M. Landis, the former Chairman of 
the Securities and Richanes Commission and of the Civil Aeronauties 
sale For the past several weeks, he has been making a survey of 
the situation. He has now completed and tendered to me a report, 
whieh [am taking the liberty of making public. He makes numerous 
specific recommendations with which [ am generally in accord. 
Some of them call for legislation and I hope to be able to press for 
action upoa them 

Mr. Landis’ report views the situation from four aspects—that of 
finance, that of service, that of scope and character of present regu- 
latory authority, and that of the relationship of the transit prob slem 
to the general traffic situation in the Washington metropolitan area. 

In the matter of finance, the reports filed with the Public Utilities 
Commission by the company, and which are the same figures that 
Chairman Flanagan of the Commission only recently furnished this 
committee, do not accurately reflect the true earnings of the company 
particularly over the profitable war years. The differences are 
enormous—in the millions of dollars. The reasons for this are partly 
poor reporting and accounting techniques, the overaccrual of reserves, 
and large tax refunds received by the company subsequent to the 
years in which the income w as Te ported. Unfortunately, no action 
was taken at the time by the Commission to conserve this income in 
excess of a reasonable return for the public or as a reserve against the 
leaner postwar years. Unfortunately, too, the Commission per- 
mitted a large refund of taxes totaling $3,353,358, which represent 
accelerated amortization of certain emergency facilities acquired 
during the war, to be employe d to write off excess costs in the com- 
pany’s property account. These excess costs had already been ex- 
cluded from the rate base by the Commission. Instead of relating 
the tax refunds to appropriately writing down the physical properties 
to which they applied, the Commission permitted the company to 
apply them against the inflated values present in its property account. 
The result of this action has been to understate the rate of return 
that has been earned since that time. Another result is that the 
source of the extraordinary dividends distributed in January of 1952 
lies not in earnings of recent years but in these tax refunds, over- 
accruals of tax and other reserves, and the extraordinary reserves 
created mainly during the lush war years. 

The report suggests specifically that the Public Utilities Commission 
make a restatement of the company’s earnings from 1942 to date so 
as to give the public a true picture of its earnings and its rate of return. 
I do not think we will be able to recapture most of the excess earnings 
of the war years, but I do think the possibility of reversing the earlier 
handling of the tax refund of $3,353,358 should be explored. We also 
have numerous specific suggestions for improving methods of report- 
ing to the Public Utilities Commission, methods that admittedly have 
failed to keep pace with more modern and more informative re- 
quirements. 

In the field of service, there has been a steady decline in revenue 
mileage since the war and a decline in the company’s fleet of street- 
cars and busses. This has had an inevitable tendency to make for a 
less flexible fleet, lengthening the headway between cars and busses, 
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and increasing the difficulty of adequate operation during peak traffic 
hours. There are a number of danger spots with regard to the main- 
tenance of service—-the reduction in personnel of some 20 percent 
since the new management took charge, large reductions in the 
amounts of money spent for additions to road and equipment, the 
unfavorable operating ratio with regard to busses as distinguished 
from streetcars and the inevitable drift away from streetcar operations 
to bus operations which poses an evergrowing threat to profitable 
operation. There is*reason to be critical of the delay in handling 
complaints and the inspection division of the Public Utilities Commis- 
sion is definitely understaffed. ‘There should be an increase in that 
staff and also greater independence and aggressiveness on the part of 
the legal staff. There are also procedural changes that will make for 
easicr and more effective public participation in matters before the 
Commission. Certainly the Commission should by now make public 
its findings with regard to its le ngthy hearing last summer on com- 
plaints with regard to the company’s service. 

Kor many years, the company has noted the absence of sufficient 
available manpower in the area fully to man its streetcars and its 
busses, with the result that service is affected. It has sought to 
recruit manpower without too much success from other areas such 
as Pennsylvania. It has had a policy, however, of not attempting 
to tap the available Negro manpower in this area. This appears to 
me an unjustified piece of discrimination that is singularly devoid of 
merit. The record of Negroes on the police force of the District is 
of itself ample evidence that they are entitled to positions of trust 
and responsibility. 

With regard to regulatory authority over the transit system in the 
Washington area, there is considerable confusion. The authority of 
the Public Utilities Commission of the District extends only to opera- 
tions in the District. Operations in Maryland and Virginia are under 
the control of their respective commissions, whereas the Interstate 
Commerce Commission has only a limited jurisdic tion over operations 
between the District and Maryland or Virginia. That Commission 
also exercises certain overlapping jurisdiction with the Public Utilities 
Commission on financial matters affecting the Capital Transit Co. 
Tbe consequences of this diffusion of jurisdiction are serious. Because 
of the intrinsically higher costs of service in Maryland and the 
inability to make these costs part of the over-all costs of the Capital 
Transit system, the Maryland commission cannot demand standards 
of service that would otherwise be justified. This diffusion of juris- 
diction has also made for the absence of through routes, through 
rates and joint rates whico should characterize an integrated metro- 
politan transit system. 

There is no good reason for transfer of the jurisdiction of the 
Public Utilities Commission to the Interstate Commerce Commission. 
That Commission’s concern is national rather than local and its 
expertness is with reference to railroads ri ather than transit systems. 
Instead the Interstate Commerce Commission’s power over routes and 
rates between the District and the adjacent Virginia and Maryland 
communities should be transferred to the Public Utilities Commission 
and enlarged. 

To bring about an integrated regulatory control of the metropolitan 
transit system, instead of creating a new Commission, an agreement 
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should be made first With the State of Maryland for the exercise of 

regulatory jurisdiction over the transit Operations of the Metropolitan 

area by adding to two of the Commissioners of the Public Utilities 
ommMission a Maryland commissioner, the three to act as a unit. 

This idea can be expanded to include Virginia, when and if this is 

deemed desirable. 

Finally, it is clear that traffic and transit are inextricably related. 

‘he numerous sovernmental agencies and the transit interests have 
recently jointly evolved a long-range plan to relieve traffic congestion 
in Washington's downtown area, Tts costs, some $140,000.000 to 
be expended over a 10-vear period, require financing that will mean 
some Federal aid. Its effectuation will also call for outlays by the 
Capital Transit Co. That company is sound and there js no need to 
talk in terms of public ow nership. This talk. emanating mainly from 
the presently controlling interests of that ‘Company, comes with il] 
grace from those persons who have ready received enormous yields 
on their recent investment, Transit must be developed as a’ com- 
munity enterprise and not for purposes of speculation, 

The adoption of these recommendations in my judgment will have 
an important effect on both rates and services. A realistic and accu- 
rate appraisal of the past earnings record of the Capital Transit Co. 
will dispel some of the illusions that are today being fostered by 
Persons who have already benefited enormously by their acquisition 
of the control of Capital Transit Co. If the Public Utilities can 
recapture for the public some of the excess earnings of the war years, 
particularly the $3,353.35 tax refund which certainly belonged in the 
main to the public. a good cushion against the vagaries of the future 
will have been provided. In any event, a more thorough and realistic 
and stable fare structure should result. 

With regard to service, eternal Vigilance on the part of the Com- 
mission and the publie is necessary. The Congress should provide the 
Commission with adequate staff for this purpose—more at least than 
one inspector. That, is only sensible economy and sensible adminis- 
tration. And I should hope that, with the backing of the Congress, 
the Commission from top to bottom would become ageressive but 
fair protagonists of the public service. Tf integration of regulatory 
control can be accomplished, service to the neighboring communities 
of Maryland and Virginia can be very substantially improved. With 
congressional support. for the long-range traffic program of the area, 
traffic in all its aspects will see definite measures of relief. 

am grateful to Mr. Landis for his report. Government in my 
opinion to be effective must enlist the aid of men of capacity. No 
-Presentative, no administrator for that matter, can do everything 
for himself. Indeed. his competence and his capacity will be measured 
less by what he does himself than by what he gets others, more expert 
in fields than he is, to do for the public interest, The public interest 
is truly a cause that should and can enlist the energies and devotion of 
our best men and women, and Government officials must continue to 
recognize this. 

I would make one further comment. IT do not object to public 
Ownership and public Operation of matters so vital and so permeating 
that no other form of operation can adequately be entrusted with the 
discharge of responsibilities fundamentally public in character. But 

can see no benefit in private enterprise seeking to thrust upon 
Government responsibilities it should justly assume. Particularly, 
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I fail to see any excuse for assuring to private investors through 
Government guaranties the fruits of their speculation. In America, 
I trust that for a long time business judgment and foresight will re- 
ceive their just rewards. But to claim that the Government must 
underwrite speculation is to me a new doctrine. There are limits to 
subsidy. And, as I have said on many occasions, we Must be certam 
that. in the cause of our traditions of private enterprise, we insist upon 
their observance. ‘The constant addition to Federal, State, and 
municipal governments of responsibilities that should be assumed by 
private enterprise threatens to overload our tax budgets, not to speak 
of increasing our bureaucracies. Vigilance in this respect is also 
necessary. 

To return to the Capital Transit Co., two matters stand out. The 
first is that the present situation has developed as a result of the 
laxity of the Public Utilities Commission in years past. It is certainly 
its duty to see what corrections can now be made and to evolve 
procedures which will not permit a repetition of the misrepresentation 
of the facts to the public and to the Congress, such as were made to 
this committee as late as January of this year. Secondly, apart from 
whatever the legalities of the situation may be, the new management 
of the Capital Transit Co.—the so-called Wolfson interests—has 
adopted an attitude that has emphasized the investment possibilities 
of the transit system without proper consideration of its responsi- 
bilities to the community. Transit companies, whether in Washing- 
ton or any American city, are vitally affected with the public interest 
and are not primarily avenues for developing personal fortunes. 
Their financial security is, of course, important but the stability of 
the Capital Transit Co. is not enhanced by the adoption of financial 
policies that seem to have their eye more ou the stock market than on 
the rendition of adequate and efficient service. The adoption of 
recommendations such as those noted above will do much to correct 
both of these situations. It is my belief that they will carry out 
what in my opinion should be the prime aim of public utility manage- 
ment, namely service to the public. 

To sum up briefly, these are the recommendations: 

(1) Restatement by the Public Utilities Commission of the true 
earnings and rate of return of the Capital Transit Co. from 1942 to 
date. 

(2) An attempt to recapture the tax “refund” of nearly $3,500,000 
for the benefit of public. 

(3) Improved reporting procedures as indicated. 

(4) Increase of the inspection staff of the Public Utilities Com- 
mission. 

(5) Publication of the Public Utilities Commission’s findings regard- 
ing standards of service being maintained by Capital Transit Co. 

(6) An aggressive and independent legal staff attached to the 
Public Utilities Commission. 

(7) Improved procedures for the handling of complaints by the 
public. 

(8) Abolition of discrimination against the employment of Negro 
operators for streetcars and busses. 

(9) Creation of an integrated metropolitan public-utility authority. 

(10) Establishment of through routes, through rates, and joint 
rates for the metropolitan area. 

(11) Congressional support for traffic improvements for the District 
of Columbia. 
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New York, N. Y., June 11, 1952. 
Hon. Jonun F. KEeENN»py, 
House of Representatives, Washington, D.C. 

Dear Mr. KenneEpy: Pursuant to your request, I have made an 
examination into the affairs of the ¢ ‘apital Transit Co. Obviously this 
can be only a sort of preliminary report inasmuch as neither staff nor 
the power of subpena have been available to me. I have based this 
report upon an examination of the records of the Capital Transit Co. 
filed with the Public Utilities Commission and the Securities and 
Exchange Commission, data in the files of the committee, talks with 
members and the staff of the Publie Utilities Commission, talks with 
the staff of the Interstate Commerce Commission, talks with officials 
of the Capital Transit Co., and talks with residents of the District of 
Columbia believed to have some knowledge of this situation. 

I ee addressed myself generally to the following problems: 

The financial results of the operations of Capital Transit Co. 
treat 1942 to date, inasmuch as residents of the District of 
Columbia are puzzled by the fact that Capital Transit Co. in 
recent years has been paying increased dividends, its market 
price has risen from a low of $10 in 1947 to the neighborhood of 
$50 to $60 a share in 1952 (based on the stock prior to its recent 
split-up), and yet its officers claim it should be receiving a higher 
rate of return and are threatening to ask further fare increases, 
despite the four increases awarded since 1947. 

Changes in the character of the service being rendered, due 
to the numerous complaints made in recent vears of the contrac- 
tion by Capital Transit Co. of its services. 

The adequacy from a legal standpoint of the regulatory 
authority of the Public Utilities Commission. 

The problems that will be faced by the Capital Transit Co. 
in the development of the future traffic pattern of the Washing- 
ton metropolitan area. 

In each case, I have made a series of recommendations that I think 
may prove worth while. They must, however, be regarded merely 
as the beginning of a continuing approach to the problem. Transit 
problems have bedeviled our major cities for years and have generally 
escaped solution with the result that the public has had to pay large 
sums for essentially poor service. In many ways, Washington has 
escaped or temporarily deferred these problems. Their solution. 
however, is not in the hands of the Capital Transit Co. alone but of an 
aggressive and informed metropolitan authority backed by the Con- 
gress of the United States. These recommendations must not be 
regarded as a solution to these major problems. My hope is that in 
this respect they may point the way to an attempt to grapple more 
efficiently with truly large problems. 

Faithfully yours, 
James M. Lanopis. 
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diverse methods of reporting to the various governmental agencies, 
and (3) certain extraordinary recent incidents in the history of 





: 
. 


Pe GE IE AO SIE ORR OIC Oe 


Orr rere aise 


eS EIR err” 


> 
' 
t 
z 
' 
7 
& 
; 
¢ 
5 
& 








REPORT OF CAPITAL TRANSIT CO. 


I. FrnancraLu Resvuutrs or Operations or Caprrat Transit Co 
1942 ro Darter 


*9 


A basic question that puzzles the residents of the District of Colum- 
bia and the Washington metropolitan area with regard to the Capital 
Transit Co., arises out of the following facts: Since 1947, transit fares 
in all categories, save school children whose fares are fixed by statute, 
have risen ony: Four fare increases have successively been 
awerded to the Capit: al Transit Co. These increases, officials of the 
Capital Transit Co. say, are not enough to give investors a fair return 
upon their investment. More increases, it is said, will be needed or 
else the Government should take over these transit facilities and, if the 
transit system is to be kept up to adequate standards, guarantee 
investors an appropriate re a on their money. On the other side of 
the picture are the startling facts that the stock! of the Capital 
Transit Co. rose from a low of $10 in 1947 to over $60 in 1952; that 
dividends in 1950 and 1951 were increased from $2 to $3 and $4 a share, 
respectively; that an extra dividend of $10 per share was paid in 1952, 
and that regular dividends in 1952 are being paid at the rate of $5.60 
a share, when during the very profitab a war vears $2 per share was 
the maximum dividend ever paid on Capital Transit Co. stock. 
Furthermore, since the controlling interest in Capital Transit Co., 
the Wolfson group, bought into Capital Transit Co. with permission 
in 1949 at $20 per share, they have already been returned in dividends 
$18.40 per share, and the shares of stock then acquired now have a 
market value of $50 to $60 per share. In the light of these facts, 
residents of the District of Columbia naturally are asking what 
justification, if any, exists for further fare increases and for the threats 
nade by the president of Capital Transit Co. that, unless the rate of 
return is improved, the transit properties will se riously suffer 

The answers to this puzzling question are nol simple ; They lie 
essentially in the fact that Capital Transit Co. is cutting up a melon 
with its stockholders that was acquired in the war years. The extent 
of these excess profits was unknown to the stockholders and to the 
public at that time. An imaginative and far-seeing Public Utilities 
Commission could have preserved these profits for the puble who 
created them in a manner that would have truly benefitted the public 
However, it did not do so. The detailed story of what happened 
follows. 


VARIATIONS IN REPORTED RESULTS OF COMPANY'S OPERATIONS 


Enormous difficulties attend any evaluation of the financial results 


i 
ol Capital Transit Co.’s operations OvVel the past decade. These oa 
due primarily to the fact of (1) obsolete methods of reporting, (2 


1 All figures in tl onnection are adjusted to apply to the stock on its original ba hahewe the A8 
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diverse methods of reporting to the various governmental agencies, 
and (3) certain extraordinary recent incidents in the history of 
Capital Transit Co. which are intrinsically difficult to reflect in the 
annual, financial statements. 

Some of the variations that are of record with regard to Capital 
Transit Co.’s operations for the years 1942 to 1946 are given in 
table I. The first two columns of that table reflect the net operating 
income and rate of return of Capital Transit Co. as reported recently— 
namely, January 8, 1952—by Chairman Flanagan of the Public 
Utilities Commission to the Honorable Fred L. Crawford of the Sub- 
committee of the Committee of the District of Columbia of the 
House of Representatives. The second two columns of that table 
report these same items as they had been adjusted by the Public 
Utilities Commission in its order No. 2935, issued July 18, 1945, and 
as again subsequently r adjusted by the Public Utilities Commission 
in its order No. 3199, aaieed May 8, 1947. 
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TABLE I 


Public Utilities Com- Public Utilities Com- 
mission Order No. 2985 | mission Order No. 3199 


Chairman Flanagan 

















Year | — ee RE ee eee —o 
| Net operat- | Rate of | Net operat- | Rate of Net operat- | Rate of 
e ing income | return ing income return | ing income return 
| ' 
| | | | | 
." | Percent | | Percent Percent 
1068. , --| $2,367,108 | 7.5 | $3,084,828} (1) $3, 691, 538 11.6 
a ES a 2, 113, 183 | 6.5 2, 687, 016 | a) ! 3. 551, 448 | 11.0 
1944___ ee 2, 099, 671 6.7 ? 2, 622, 060 7.3 3. O80, 364 | 9.9 
EE edietin cana bbe ; : 1, 852, 634 oe ls sé decd eeed See 3, 477, 947 11.1 
1946__. cate as 1, 420, 652 4.6 31, 622,137 5.2 


1 Not given. 

2 This should be decreased by $300,000 as in 1945 the Public Utilities Commission ordered the Company 
to charge its earned surplus with thtt sum crediting the same to the depreciation reserve in order to increase 
that reserve. 

3 This is probably subject to further upward adjustments, i 


Chairman Flanagan’s figures, which merely recite the figures as 
annually reported by the company to the Public Utilities Commission 
give a very misleading picture of what the company earned and 
netted on its extremely profitable operations during the war years, 
Unfortunately, readjusted figures for the net operating income are 
not available for years subsequent to 1946, although the commission’s 
chief accountant in a rate proceeding culminating in Publie Utilities 
Commission’s Order No. 3855, issued January 4, 1952, testified that 
a reported rate of return of the company of 2 percent in 1949 and 3.9 
percent in 1950 after appropriate adjustments should be increased 
to 3.4 and 4.6 percent. 

Variations of a less substantial character are to be found if one 

compares the net income of the company as reported by Chairman 

Flanagan in the above-quoted letter (figures which are again identical 
with those reported by the company to the Public Utilities Com- 
mission) with the net income as reported by the company in its 
annual reports to the Securities and Exchange Commission, which 
reports are certified by Price Waterhouse & Co. 
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| i] | 3 
| ‘ ee" . : 
| | securities and | \Securities and 


Chairman {| Exchange 1] Chairman | Exchange 
Flanagan | Commission | Flanagan | Commission 
| reports | | reports 
1942. ia doen cael $1, 717, 188 | $1, 748, 991 . ere tee (93, 417) 90, 631) 
Dk mmesamunbeae Cae 1, 508, 844 1 1, 545, 256 |} 1948... _- eee 396, 315 | 390, 665 
Pei aubetiticaaccdemen’ 1, 534, 920 | 1 1, 565, 225 | . eseiaieeSt 325, 816 332, 432 
1945 seeiiiaaiiin sasesttiheaaaicad 1, 317, 958 11, 342, 079 a aa a 878, 274 2 9005, 857 
BOD akawiese = joa 965, 854 914, 528 Pe ten de Savile 1, 413, 250 1, 431, 668 


| During these years, there was a variation in the method of handling certain reserves. Price Waterhouse 
& Co, scomed to insist that certain reserve provisions be charged against net income before it was carried to 
earned surplus, The company in its reports to the Publie Utilities Commission carried the net income 
directly to earned surplus and then debited the surplus account with these charges for reserves. The dif- 
ference is very substantial. The net income carried to earned surplus as reported to the Securities and Ex- 
change Commission for these years was: 


1942___ kiietinietiadt oie ‘ Jean ...----. $1, 048, 991 
1943_.. < eee 7 b e : 805, 256 
1944...... pcan Joiccaied ; ‘ cient ea e 825, 225 
1945__ ae kee a“ enn.’ 602, 079 


In 1942, there was a charge of $200,000 to a debt retirement reserve and $500,000 to a property adjustment re- 
serve. This latter charge was made annually from 1943 to 1945, inclusive, as well as an additional annual 
charge of $240,000 to a postwar requirements reserve 

2A revision of 1950 net income was filed in the company's annual report for 1951 which increased this 
figure to $1,104,640 


REASONS FOR VARIATIONS 


Without some understanding of these variations and the reasons 
for them, it is impossible to get any clear picture of the financial re- 
sults of the operations of the Capital Transit Co. 


Tazes attributable to nonoperating revenue 


Of somewhat minor importance from the standpoint of deflating net 
operating income and thus showing a lesser rate of return, but of major 
importance from the standpoint of principle, has been the consistent 
practice of Capital Transit Co. (with certain exceptions in 1951) in 
charging against operating revenue a goodly portion of taxes attribu- 
table to nonoperating revenue. The Public Utilities Commission is 
aware of this practice, but seems to have made no effort to require the 
company to conform to honest and good reporting in this respect. 
The amount of these taxes is difficult to determine on the available 
data, but the Public Utilities Commission on two occasions has made 
a calculation of them with the following varying results: 


1042 1943 1944 1945 
Order No. 2035 $58, 643 S80, 642 $99, O68 
Order No. 3199 49, 720 82, 668 89, 029 $112, 009 


This practice, of course, obviously distorts net operating income 
although it has no effect on net income. 


Overaccrual of taxes 


A second factor that distorts the reported net operating income 
figures is the overaccrual of certain reserves. This has been par- 
ticularly true of reserves for taxes. Overaccruals for taxes in the 
vears 1942-45 have been calculated by the Publie Utilities Commission 
on two occasions as follows: 
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Overaccrual of District of Columbia income taxes, Federal income and excess profit 
taxes and District of Columbia gross receipts tax 


1942 1943 1044 1945 


Order No, 2935._.-- $487, 526 $141, O85 i ee 
Order No. 3199 552, 049 182, 063 48, O85 $89, 354 


In 1949, the company transferred to earned surplus $500,000 repre- 
senting an overaccrual of taxes for the years 1942—45. 

Again in the vears 1949 and 1950 reductions of Federal income tax 
of $416,832 and $198,783 were allowed by the Internal Revenue 
Bureau. Since the Bureau by 1951 had audited the company’s tax 
returns through 1950 and there was a balance of $70,936 still remain- 
ing in the reserve for taxes, this together with the above two sums 
was transferred in 1951 to earned surplus, increasing that surplus 
by $686,551. 

Overaccruals of this character distort not only net operating income 
but also net income. 

Overaccrual of injury and damage reserve 

Overaccruals have also taken place in the reserve for injuries and 
damage. These have been estimated, on two occasions, by the 
Publie Utilities Commission as follows: 


Overaccrual of liability for injuries and damage 


1942 1943 1044 1945 


Order No. 29385 $91, 420 $282, 959 $325, 072 |_- ; a 
Order No. 3199 91, 420 166, 725 120, 719 $108, 491 


In 1945, the company transferred $500,000 from this reserve to 
earned surplus, representing overaccruals from 1933-39. No further 
transfers from this reserve have since been made. 
Tax Savings re sulting from refinancing 

The largest distortions of both net operating income and net income 
came as a result of two incidents; the first, the financing of the com- 
pany’s debt in 1945, and the second, a refund of taxes occurring in 1946. 

In 1945, Capital Transit Co. refunded a series of outstanding obliga- 
tions by the issuance of $12,500,000 bonds at 4 percent due in 1964, 
together with a 5-year bank loan of $2,500,000. Prior to that time, it 
had built up sinking fund reserves of $155,950 and a debt retirement 
reserve of $500,411. Appropriations for these reserves had been made 
directly from earned surplus. The costs of this refinancing, as of 
December 31, 1945, amounted to $892,238, of which 85.5 percent or 
$762,863 could be treated as a deduction for income tax purposes. 
In 1945, this $762,863 was charged against operating income as 
“taxes,”’ on the theory that taxes would be greater by exactly that 
amount. This had the effect of reducing an expense that would 
otherwise have been amortized over subsequent years, which charges 
in turn would annually be deductible for tax purposes. To that extent 
net operating income as reported by the company for that year was 
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distorted. Distortion of a reverse nature would also occur in subse- 
quent years since expenses that would otherwise be deductible had all 
been charged in the year 1945. With the financing concluded, the 
accumulation of $656,361 in the debt retirement and sinking fund 
reserves was released and credited to earned surplus. 
Refunds of taxes due to acee lerated amort’ zation 

During 1942 to 1945, Capital Transit Co. was required by the war 
needs to expand its facilities. At the close of the war period and 
because of the heavy excess profits taxes that Capital Transit Co. 
with its increased business had to pay during those years, the com- 
pany took advantage of its right to amortize its emergency facilities 
in an accelerated manner and received tax refunds for the years 1942 
to 1944 amounting to $2,782,751. For the year 1945, it also accrued 
taxes on a basis that did not take into account accelerated amortiza- 
tion, thus increasing the provision for taxes for that year charged 
against operating revenues by $644,580—a sum never actually paid 
to the Federal Government. The tax refunds for the years 1942 to 
1944 and this unpaid but accrued tax of 1945, totaling $3,427,331, 
would represent an enormous increase over the net operating income 
reported to the Public Utilities Commission during those years. 
Dividends and reserve accumulation of earned surplus and cash 

As a result of the above practices, as well as certain others which 
need not be detailed as their total impact is not so great, the reported 
total net income carried into earned surplus from 1942 to 1946 was 
greatly understated, whereas the actual rate of return earned by the 
company certainly until 1946 was munificent, despite the increased 
taxes of those years. Meanwhile, the management of the company 
pursued an extremely conservative dividend policy. The following 
table shows that policy. 


1942 1943 1944 1945 1946 
Net income as reported $1, 717, 188 $1, 508, 843 $1, 534, 920 $1, 317, 958 $965, 854 
Dividends paid 420, 000 480, 000 480, 000 480, 000 480, 000 


The extent of the conservatism displayed by management is, of 
course, not fully disclosed by the above figures because of the enormous 
distortions of net income noted above. At the same time, manage- 
ment with the consent of the Public Utilities Commission made sub- 
stantial appropriations of earned surplus to various reserves. The 
following table shows these appropriations: 


Reserve 1942 1943 1944 1945 


1946 

Sinking fund. $38, 938 $38, 938 $38, 938 
Property adjustment 500, 000 500, 000 500, 000 $500, 000 $2, 708, 778 
Postwar requirements 240, OOO 240, OOO 240, 000 
Debt retirement 200, 000 
Additional depreciation | 300, 000 

- on spay on | ™ 

Total... 738, 938 78, 938 778, 938 1, 040, 000 2, 708, 778 
ii ois es Se 

1 This figure consists of the tax refund for 1942-44 ($2,588,035) plus interest thereon ($194,655) less incom ¢ 


tax on such interest ($73,972). 
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The 1946 write-offs 

Certain additional charges for those years were also made to earned 
surplus of which a charge of $2,535,674 in 1946 deserves special 
attention. Capital Transit Co. as of 1942 had on its books $22,163,956, 
reflecting amounts in excess of the original cost of the property. In 
1942, $8,000,000 was written off against capital surplus and certain 
unadjusted credits. A further reduction of $1,092,693 took place in 
1943. In 1945, the Public Utilities Commission concluded that the 
balance of $13,136,889 could not be considered an element of fair value 
for rate-making purposes. In 1946, the company by order of the 
Commission affected a further reduction in this amount of $7,889,032. 
This was done in the following manner. The accumulated $2,000,000 
in the property adjustment reserve was charged off. To this was 
added the refund of taxes for the years 1942 to 1944 of $2,708,778 
together with $644,580 representing the so-called unpaid tax for 1945. 
The balance of $2,535,674 was charged to earned surplus. It will be 
noted that this charge of $7,889,032, as the following table indicates, 
substantially reduced earned surplus in 1946: 


j j | . 
1942 1943 =| 861044 1945 =| 1946 
siete ites aineanaciaton alia 22] i 
_ o> oe c 

Appropriated earned surplus !__- $1, O78, 386 | $1,857,373 | $2,636,361 | $3, 364, 580 | $720. 000 
Unappropriated earned surplus-- 5 1, 736, 236 4, 984, 344 5, 269, 755 6, 204, 229 4, 239, 935 

Total earned surplus “ 5, 814, 622 6, 841, 717 7, 906, 116 9, 568, 809 4 959, 935 

1 Special reserves are to be found in this account. They are not segregated on the balance sheet. 


This action of the company in reducing its property account by 
charging earned surplus, of course, took nothing out of the company 
in a physical sense. Its effect was to freeze in the company some 
$7,889,032 that would otherwise be available for dividends. No 
particular beneficial effect has attended such action since the $7,889,032 
had already been excluded from the rate base. It has been difficult 
for the company, as the figures below indicate, to employ its mounting 
eash usefully, other than by reducing its debt—a practice that has 
continued since 1946, with the result that as of December 31, 1951, 
the company wiped out its short-term obligations that from 1942 to 
1946 had averaged about $1,100,000 and reduced its long-term debt 
to $7,000,000. 





1942 1943 1944 1945 1946 

Cash $1, 999. 556 | $3, 408, 786 | $3, 323, 518 | $2,945, 219 $2, 713, 899 
Special deposits 267, 156 $29, 000 679, 956 2, 480, 749 
Marketable securitic 3, 540, 475 5, 776, 725 6, 907, 829 ; 5, 267, 576 
Total current assets 2 6, 974, 205 10, 922, 730 | 12, 284, 513 14, 121, 581 | 12,009, 926 
Net working capital 1, 490, 729 3, 688. 606 5, 242, 377 7, 359, 740 7, 798, 657 
Long-term debt 17, 896, 631 16, 878,428 | 16, 643, 232 | 15, 477, 396 10, 930, 530 

1 This with negligible exceptions consists of Government securities. 

2 Contrary to the Public Utilities Commission’s system of reporting, marketable securities are here in- 
cluded as current assets 

3 Contrary to the Public Utilities Commission’s system of reporting, the provision for taxes is here treated 


as 8 current liability 
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Failure to recapture for the public tax refunds of 1946 

By the reduction of its debt, the company is employing assets 
frozen by the action of 1946 in a manner that will increase the earnings 
of the stockholders. Although this reduction has a tendency to 
increase the cost of the allowable capital investment in the company 
and hence justify a higher rate of return, certainly the company cannot 
be criticized for seeking to use assets that it cannot distribute as 
dividends in as productive a manner as possible. The real criticism 
that attends the 1946 action is the manner in which the tax refunds 
were handled. 

It will be remembered that in addition to the $2,708,778 tax refund 
for 1942-44, $644,580 was charged as a tax against 1945 income 
although never paid, and that these sums were utilized to write down 
the inflation in the property account, and were not applied to write 
down in an appropriate ratio the actual physical assets to which they 
applied. These physical assets remained in the rate base subject 
only to normal depreciation rates. This has given the company’s 
stockholders a windfall at the expense of the public. From a tax 
standpoint by accelerating amortization and decreasing its tax liability 
for the years 1942 to 1945, the company lost the benefit of tax dedue- 
tions for normal depreciation for future years since it had chosen to 
use the deductions during the accelerated period. But from a utility 
accounting standpoint, it continued to accrue depreciation on property 
already almost fully depreciated for tax purposes. The reported rate 
of return was seriously affected by this action. The real rate of 
return during the years of accelerated amortization was not and could 
not be reported, while during the subsequent years, with the tax 
benefits of amortization lost and no reduction in the rate base, the rate 
of return becomes far lower than it would have been had amortization 
not been accelerated. In other words, to take the exact situation of 
the Capital Transit Co., its reported rate of return of 6.2 percent 
during these years of 1942-46 was bower than it was actually earning 
under the allowable rates, while subsequently thereto its rate of return 
is lower than what it would have been because of the very tax refunds 
that it received. In short, these tax refunds and the other savings 
resulting from overaccruals of taxes instead of being simply carried 
to earned surplus and thus benefiting the stockholders alone should 
have been recaptured for the benefit of the public inasmuch as the 
actual earnings during the years of accelerated amortization exceeded 
a fair and reasonable return. 

We can put the case even more baldly. Chairman Flanagan in 
his letter of January 8, 1952, to Congressman Crawford says the rate 
of return earned by the Capital Transit Co. in 1942-45 was respective- 
ly 7.5, 6.5, 6.7, and 5.9—a presumably reasonable rate of return. 
The actual rate of return for those years was 11.6, 11.0, 9.9, and 11.1. 
avery high rate ofreturn. The actual rate of return has since dropped 
to 3.4 and 4.6 in 1949 and 1950. But an important reason for this 
drop is that the actual rate of return in 1942-45 was higher than it was 
reported to be. The public in 1942-45 or any time since has not 
had any benefit from the very high rate of return that was actually 
earned in those years, but it is now being asked to do something 
about the decrease in the rate of return which stems in part from the 
necessarily unreported high rate of return of those war years. Had 
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the Commission required these tax refunds to be credited to the de- 
preciation reserve or a special reserve for future deficiencies or even 
to a special tax reserve to be amortized over the years by the tax 
savings not realized during the labor years because of the accelerated 
amortization, the public rather than the stockholders would have had 
the benefit of the tax savings of 1942—45.* 


Cash position of Capital Transit Co. 


An appreciation of the cash position of Capital Transit Co. is also 
necessary to an understanding of its operatio::s. Despite its 'arge 
earnings in the years 1942-46, its record of dividend payments aver- 
aged only 35.1 percent of its reported net income, which it will be re- 
membered turned out to be far less than its actual net income. Some 
of the undistributed earnings were temporarily appropriated for 
reserves. But even these appropriations did not absorb the mounting 
net income. At the same time, additional cash was being accrued 
through the annual depreciation charges, which tended generally to 
outstrip the cash requirements involved by additions to road and 
equipment made otherwise than rene borrowed money. Some of 


this exc essive earned surplus was in effect frozen by the Capital 
Transit Co.’s ac tion in 1946 in reducing its plant and property account 
by $7,889,032. Also some of the remaining earned surplus was sub- 


ject to restrictions so far as dividend payments were concerned under 

the indenture requirements of the so-called 1944, 4 percent bond issue. 
But despite the severe drop in net income from 1947 to 1949, both 
surplus and cash or its equivalent continued at high levels and moved 
up sharply with the increased earnings of the company in 1950 and 
1951 and the negligible expenditures “made during those 2 years for 
additions to road and equipment: 


1947 1948 1949 | 1950 | 1951 





| 
Cash. wn-n--00------------------| $2,072, 221 | $1, 928,082 | $2,389,985 | $5,011,407 | $7,417, 139 
Specis al deposits_ itdadinnancasernbaenaee 854, 628 82, 700 66, 134 | 88, 183 | 92, 660 
Marketable securities._...............--...- 4, 704, 956 5, 925, 020 4, 005, 353 3, 754, 306 3, 759, 553 
Teel Gtisrent aasete *__.......<...-.5<- ....| 9,416,045 | 10,024, 566 8,154,810 10, 452, 680 13, 086, 718 
Surplus? - lmacidccasl ‘ay Geepeee 4, 767, 623 5, 113, 107 5, 271, 381 6, 441, 182 
Annual charge for depreci eR aoe 2 | 2,254, 411 2,275,972 | 2,228,319 | 2,440,610 2, 367, 934 
Gross additions to road equipment ...-| 1,473,076 1, 863,509 | 2, 908, 998 | 491, 933 176, 572 


t Including marketable securities. | : 
2 Only a negligible portion of this consists of capital surplus. 


With the downturn in earnings, the old management, although it 
continued the $2 dividend policy in 1947 despite a net income deficit 
of $93,417, reduced dividends to 50 cents in 1948 as net income, despite 
fare increases only proved to be somewhat over one-third of what it 
had been in 1946. Although net ine ome did not improve and in fact 
dropped off for 1949 from $396,315 in 1948 to $325,816 in 1949, the 

$2 dividend policy was strangely enough restored. ‘This was made 
possible by the fact that in 1948, the accumulated postwar require- 
ments reserve of $720,000 had already been restored to surplus, and 
in 1949 a further restoration to surplus of $500,000 was made from 





2 It is to be noted that because of the higher tax rates in effect in 1942-45, the savings realized by accelerating 
amortization would exceed those which would have been realized in subsequent years if no acceleration had 
taken place, For this and other reasons, it was wise business judgment on the company’s part to accelerate 
amortization of its emergency facilities. The issue discussed above relates only as to the use of these tax 
savings, not the wisdom of making them. 
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over accruals for taxes for the preceding years. In 1950, under the 
new management, the dividend was raised to $3 as net income more 
than doubled. At the same time, with cash accumulating from de- 
preciation, the long-term debt was reduced by $1,000,000 ($500,000 
more than required) and the short-term debt already reduced to 
$304,007 was wiped out. In 1951, the increase in net income to 
$1,413,250 enabled the management to raise the dividend rate to $4, 
and with cash accumulations from de preciation a further reduc tion 
of $1,000,000 in the long-term debt was made. A favorable tax ruling 
with reference to the yeers 1949 and 1959 enabled the management 
also to increase surplus by $686,551, bringing it to the highest point 
since its required reduction in 1946. Early in 1952, the company 
declared an extra dividend of $2.50 per share or the equivalent of $10 
per share on the basis of the old stock before this was split on a 4-to-1 
basis. It also increased its former quarterly dividend of 25 cents per 
share to 35 cents or $1.40 per share upon the old basis. This repre- 
sents a return to the stockholders of $18.40 per share for the years 
1950 to date. 

Recent dividend policy 

The dividend policies pursued by the new management were dictated 
by the fact that they were faced in 1951 with a plethora of cash, far 
in excess of the company’s probable needs. Unneeded reserves were 
also available. These accumulations could only be utilized by the 
declaration of dividends and the reduction of outstanding debt. The 
new management, during 1949-51, chose to pursue both methods. 

At the same time, the new management chose to pay out a far 
greater proportion of earnings by way of dividend:. ‘The recent 
increase to a rate of 35 cents per share per quarter as against earnings 
of $1.49 per share for 1951 may require appropriation from surplus 
of prior years especially since the management states that 65 percent 
of the earnings for 1951 were acquired in the first 6 months of 1951 
prior to certain increased costs that began with July of 1951. 

Stock prices of Capital Transit Co. 

The change in management had its effect on the investing public. 
The stock which in 1948 fluctuated between 19 and 11% moved up 
from $20 in June of 1949 to $35% in November of 1950. It was split 
4 to 1 when the stock stood in the neighborhood of $39. It stands 
today at approximately 13% which on the basis before the split would 
indicate a market value of approximately $54. This increase, of 
course, does not stem primarily from the increased earnings but 
rather from the determination of management to make available to 
stockholders the benefits of the accumulated earnings of prior years. 

Analyzing the situation broadly, what has happe ned from 1950 to 
date has been a change from a conservative dividend policy to a liberal 
one and the distribution in 1952 of earnings accumulated by the old 
management during the war years of 1942-45, whose conservation the 
new management no longer deems necessary. 

Source of earnings distributed in 1952 as dividends 

The accumulation of these earnings derived primarily from two 
sources. The first was the generous but reasonable rate of return 
that Capital Transit Co. had purportedly earned from 1942-45. 
The second was that this purported rate of return for the reasons 
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above stated was not the real rate of return which actually was un- 
reasonably high. When the Public Utilities Commission in 1946 
became aware of what Capital Transit Co. had actually been earning, 
the steps it took failed to conserve these increased earnings for the 
public as distinguished from the stockholders. Although it did freeze 
into the capital structure almost $8,000,000 of these arnings, the 
public sauna no real benefit from that action. To the extent that 
such action increased taxes for the future and thereby made the rate 
of return less than it otherwise would have been, the Commission 
actually gave Capital Transit Co. an additional ground for fare in- 
creases. Also to the extent that it reduced the proportion of debt in 
its capital investment that was allowed as a rate base, it made for 
an additional need for increasing the rate of return and thereby pro- 
moted the cause of the company for fare increases.* 
Recapture of excess earnings 

Anticipated windfalls from unreasonably high rates of return can 
legitimately be used to cushion the leanness of future vears. The 
Public Utilities Commission has itself recognized this when in order 
No. 3199 issued on May 8, 1947, it provided for the creation of a 
special reserve if the fares therein permitted produced an excess of the 
reasonable return of 7.5 pereent “to be used, upon approval by the 
Commission, to alliek in whole or in part any future deficiency in 
‘arnings, or for such other purposes as the Commission may find to 
be in the public interest.’’ But if this is not done previous to the 
accrual of the earnings, the actual recapture of these excess earnings 
is virtually impossible. Had the Public Utilities Commission had the 
foresight to take appropriate action in 1942 or even 1946, literally 
millions of dollars could have been conserved for the public without 
depriving investors of their legitimate rights. What can be done 
now, however, is problematical. The public, however, should be at 
least informed of the true earnings of Capital Transit Co. during 
these war years. 


THE CAPITAL POSITION OF CAPITAL TRANSIT CO. 


The Public Utilities Commission’s action in 1946 in requiring the 
company to write off as against earned surplus the $7,889,032 of 
excess cost in its property account has been largely responsible for 
placing the company in an enviable capital position. As of December 
31, 1951, its debt ratio was down to 22 percent. However, in a sense 
its capital position was too enviable, certainly before the extra divi- 
dend declaration of 1952, for idle cash is costly to the public as well 
as investors. 

Assuming reasonable earnings, the capital position of Capital 
Transit Co. presents no problem except that of too much improve- 
ment. Foreseeable capital needs seem capable of being met without 
recourse to outside sources, and even expenditures on a large scale 
for new equipment can, if necessary, be financed through equipment 
obligations. Depreciation charges seem ample, if not generous. 
Indeed, it is the rapidly decreasing debt ratio that is disturbing, for 


3 With the cost of debt capital at 4 percent and a rate of return of 7 percent, the equity capital in Capital 
Transit Co. (including surplus) standing at 78 percent of the total capital investment would earn slightly 
less than 8 percent, If the debt capital were increased, a lesser rate of return would still maintain earnings 
on equity capital (including surplus) at 8 percent. 
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a company such as this in order to lessen the costs of its capital in- 
vestment and thus require a lesser rate of return should have a reason- 
able funded debt. A real problem is how, in the face of the large 
cash inflow, that ratio can be maintained rather than reduced. 


THE EARNINGS POSITION OF CAPITAL TRANSIT CO. 


Capital Transit Co.’s earnings position is not as favorable as its 
capital position. Its dividend rate of $1 per vear as established in 
1951 can be maintained if the Public Utilities Commission’s forecast 
of a rate of return of 6.73 percent for the 12 months ending June 30, 
1952, proves reasonably accurate.* But the recent quarterly dividend 
of 35 cents, projecting a $1.40 rate, if dependent on current income as 
distinguished from being partly a distribution of past earnings, may 
be difficult to maintain. Moreover, the latter part of 1952 and 1953 
may reveal increased costs that cannot now be anticipated. The 
$1 dividend and the $1.40 represent slightly more than a 5- and 7- 
percent return on the recognized investment value of the company’s 
stock or approximately 7 and 10 percent on the present-day market 
value of $13.50. 

Recent fare increases 

Recent fare increases have been granted to the company in 1947, 
1948, 1950, and 1952. During these years, the cash fare has 1 increased 
from 10 to 15 cents; tokens which were sold at three for 25 cents now 
cost 40 cents; and the weekly pass has risen from $1.25 to $2.10. 

It cannot be fairly said that any one of these increases was not 
necessary. None of the melon being cut up in 1952 by extra dividend 
declarations has its source in the net income of these years. But 
absent increased costs, both the rate of return and the earnings per 
share ($1.49 for 1951 before the last fare increase) are today reasonable 
and extremely satisfactory as contrasted with the average transit 
company. 

The company states, however, that 65 percent of the net income of 
1951 was earned in the first 6 months before the impact of certain 
increased costs that began in July of 1951. It has also petitioned the 
the Public Utilities Commission for an increase in fares in that the 
Commission’s January 1952 estimate of increased revenues has proved 
to have been inaccurate. It seems strange, however, that despite these 
facts the company chose to increase its quarterly dividend in 1952 
from 25 to 35 cents. 

Future fare increases 

With the rising cost of living, future fare increases must be expecte “d. 
But before they should be ms ide, a complete recasting of the company’s 
past earning record and rate base should be made in accordance with 
the recommendations set forth below. 

An attempt should be made to stabilize fares. Constant changes in 
fares is resented by the public. They can be avoided by appropriate 
long-range planning on the part of the Commission and the company. 
The present approach of the Public Utilities Commission seems too 


‘ This forecast relates only to District of Columbia operations. The y Maryland operations show a 
substantial deficit, which is not made up - the company’s nonoperating income 
5 Increased gasoline taxes and power costs are ilready said to have incre ysed annu 1] costs by $300,000. 


y 
Demands for wage increases and other benefits of an extensive character are also pending 
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concerned with the immediacies of the situation and too little con- 
cerned with the long-range picture. 

In rate regulation, adequate attention should be paid to costs. The 
company’s increased costs in some categories, particularly legal fees, 
call for scrutiny. Conversely economies effected at the expense of 
service require attention. In none of the recent fare cases before the 
Public Utilities Commission has anything more than the most 
cursory attention been paid to these factors. The approach to fare 
increases is primarily financial and not operative in nature. 

The company has recently proposed legislation authorizing the 
Public Utilities Commission to establish emergency fares. The 
object is to permit fare increases to become effective concurrently 
with an over-all rise in costs resulting from some such matter as an 
across-the-board wage increase, inasmuch as a delayed fare increase 
does not purport to recoup the company for losses sustained between 
the time of the increase in cost and the promulgation of the new rates. 
Superficially, this appears equitable. Actually it tends to accentuate 
the tendency toward a short-range approach to fare making. More- 
over, if the emergency interim fare is too high, it is difficult to recap- 
ture this excess directly for the public. A better answer is to maintain 
essentially the existing procedures but to speed them up. Most 
industries have a certain lag between wage increases and _ price 
increases. 

The continuance both of the token system and the unlimited weekly 
pass should be thoroughly examined. The token system is difficult 
to justify on a bargain-rate basis since it is not tailored to the frequent 
rider. Its origins stemmed from considerations relating to fares not 
payable in single units of currency. The weekly pass, on the other 
hand, is designed for the frequent rider. Few cities retain the pass 
today on an unlimited basis. ‘To fit the needs of the frequent rider, 
a pass system has recently been evolved which permits payment by 
the passholder at substantially lower rates, but there is a payment in 
cash for each ride thus adjusting the quantity of use of transportation 
to the amounts paid. The results of this type of a pass system in 
other cities should be examined. It may more adequately give the 
appropriate rate to the frequent rider and protect justifiable sources 
of revenue for the carrier. 

The 3-cent school-children fare is an anomaly. It was established 
by act of Congress in 1933 at a time when the normal fare was 10 
cents. This fare is beyond the control of the Commission. Everyone 
agrees that special rates should be given to school children, but just 
as tuitions and school costs of every kind have had to keep pace with 
increases in the cost of living, these special fares should be subject 
to the same principle. Moreover, although it is proper for Congress 
to legislate general rate principles, Congress should not establish 
specific and arbitrary fares. It would be more appropriate for Con- 
gress to require school children to be carried at not in excess of half 
fare, or at some maximum ratio to the normal fare, and permit the 
Public Utilities Commission to adjust the rates accordingly. A bill to 
this effect has already been introduced by Senator Holland and is 
awaiting action by the Senate District Committee. 
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RETURN TO PURCHASERS IN 1948-49 OF CAPITAL TRANSIT CO. STOCK 


The rates of return above referred to do not, of course, reflect the 
actual yield to purchasers of Capital Transit Co. stock in 1948 and 
1949. They reflect a return on the original investment in Capital 
Transit Co., which per share of stock (exclusive of surplus) stands at 
$19.50 on the new 4-for-1 basis. 

Most of the original investors in that stock have probably long 
since disappeared. The Wolfson interests, for example, in 1949 ac- 
quired more than 50 percent of the stock at $20 per share or $5 per 
share on the present 4-to-1 basis. Considering their investment, their 
vield since acquisition has been enormous. On an adjusted basis, 
they have from 1950 to date had returned to them $4.60 on shares 
originally purchased at $5, and those shares have a present market 
value of $13.50. Few stocks have shown such enormous speculative 
gains. This is, of course, true of every stockholder today who bought 
Capital Transit Co: stock at these or even lower levels. 

Public-utility rate making, as administered by the Public Utilities 
Commission as well as other regulatory bodies, does not take into 
account these market fluctuations in stock and does not base its return 
on yields on current values or amounts paid, other than initially, for 
the stock. But on stock, which, bought for $5, has in less than 3 years 
returned almost 100 percent in dividends, and which today has a 
market value some 150 percent to 175 percent greater than when 
purchased, and last vear earned $1.49 per share or about 30 percent, 
these stockholders have no cause for complaint. In equity, the ‘Vv as 
such have no claim to fare increases or other benefits. The justifica- 
tion for fare increases must find a wholly different basis. Today, its 
benefits redound to a group of wise spec ‘ulators rather than the original 
investment that these increases are supposed to protect. 


TRADING BY OFFICERS AND DIRECTORS IN CAPUTAL TRANSIT CO. STOCK 


Profits have been made by officers and directors in Capital Transit 
Co. stock. It has generally not been in-and-out trading, but a number 
of directors of the Wolfson group and their associates sold substantial 
portions of the stock originally acquired by them. Thus the W. Y. 
G. 5. venture, in which Directors Gerbert, Surasky, and Weinstein 
and other unnamed associates participated in July, August, and 
September of 1950, sold at least 7,876 shares of Capital Transit Co 
stock at prices that averaged around $35 per share. In January and 
February of 1952, Director Surasky came back into the market pur- 
chasing some 5,000 shares on the new 4-to-1 basis. President Broad- 
water in June of 1950 disposed of 5,000 shares at these prices, leaving 
himself with only a holding of 5 shares of Capital Transit Co. stock. 
The Wolfson brothers have sold only smaller portions of their holding 
The greater portion of these holdings as well as certain holdings “of 
Directors Gerbert, Surasky, and Weinstein are now held in the nanre 
of three holding companies, U. 5S. Wolfson Bros. Corp., Southern 
Pipe & Supply Corp.,and M. L. &S. Corp., which together hold 334,400 
shares. The non-Wolfson group of directors, with the exception of 
Director Dunlop, hold negligible amounts of Capital Transit Co 
stock, and have done no trading in the stock. 
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No figures are available on the extent of speculation by members of 
the public in Capital Transit Co. stock. However, the action of the 
Interstate Commerce Commission and the Public Utilities Commission 
in permitting a stock split-up in 1951 on a 4-to-1 basis has been un- 
fortunate. No conceivable good could come from that action, whereas 
it has definitely contributed to further speculation in the stock. 


RECOMMENDATIONS WITH REGARD TO FINANCIAL MATTERS 


Unfortunately, most of what can be recommended now is in the na- 
ture of locking the barn door after the horse has been stolen. It seems 
impossible now to recapture all of the excess earnings of the war 
years for the benefit of the public. The Public Utilities Commission 
had a chance to act in those years, but it failed to do so. Nor is it 
possible or wise, admitting the legitimacy of the earnings of those 
vears, to prevent their distribution by way of dividends. The current 
asset position of Capital Transit Co. has been top-heavy and its cor- 
rection may well be beneficial. Nor is it possible to recall the stock 
split-up, which will probably continue to have baleful effects for some 
vears to come. But there are certain things that can and should be 
done now. ‘They are: 

The Public Utilities Commission should immediately make a 
restatement of net operating income, rate of return, and net income for 
the years 1942-51, which will set before the public the true facts on 
these matters. 

The Public Utilities Commission should consider the possibility 
of rectifying the action it took in 1946 of permitting the company to 
write off the ‘‘inflation”’ in its property account against the $3,353,358 
received by the company by way of tax refunds because of accelerated 
amortization. This amount should have been applied as indicated 
above for the benefit of the public rather than the stockholders. 
Correction of this action will increase the rate of return now being 

earned by the company and thereby decrease the pressure for fare 
increases. The excess over original cost that has been written off 
should, of course, not be restored to the balance sheet but should be 
written off as against “free’’ surplus, created if necessary by reducing 
the par value of the common stock. 

The Public Utilities Commission should revise its reporting 
requirements in the following respects: 

(a) Taxes attributable to nonoperating income should be 
segregated from those attributable to operating income. 

(b) There should be a tabular description of all major reserves, 
specifying all debts and credits to these reserves as well as their 
condition at the beginning and end of each fiscal year. 

(c) Current assets should be reclassified to reflect the true 
situation. Governments and marketable securities are truly 
current assets. 

(d) Profits and losses from the sale of property should not be 
handled merely as credits to surplus. 

(e) The beneficial holdings of officers and directors should be 
reported, not merely their record holdings. 

(f) All changes of beneficial and/or record holdings of officers 
and directors should be reported monthly, particularly under the 
circumstances peculiar to Capital Transit Co. 
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(g) It may not be possible to obtain exact correspondence 
between Capital Transit Co.’s report to the Public Utilities Com- 
mission and to the Securities and Exchange Commission, but a 
brief reconciliation of these reports should be made to the Public 
Utilities Commission. 

(hk) The cash-flow budgets of the Capital Transit Co. should 
be submitted to the Public Utilities Commission and made 
ee for public inspection. 

(i) The Public Utilities Commission should complete its study 
on the depreciation rates of Capital Transit Co.—a study that 
has been pending for many years. 

(j) It might be well for the Public Utilities Commission to 
make a thorough reexamination of the rate base of Capital Transit 
Co., inasmuch as cash from depreciation tends still to back up. 

(k) In the light of the inevitably declining debt ratio of Capital 
Transit Co., the Public Utilities Commission in dealing with 
future rates of return might give the public the advantage of a 
reasonably high even though hypothetic debt ratio. It may be 
contended that a corresponding reduction in the cost of equity 
money is the equivalent of such an approach, but practical con- 
siderations lead to a different conclusion. 


Il. ProsptemMs RELATING TO SERVICE 
CHARACTER OF COMPLAINTS 


Numerous compl: aints have been made against the service rendered 
by the Capital Transit Co., particularly in recent years. These com- 
plaints range from the inadequate coverage of the transit system in 
suburban areas to the crowded conditions of busses. Many of these 
complaints require individual examination in order to determine their 
validity. Obviously, this cannot be done in this report. But certain 
factors in the operation of Capital Transit Co., however, stand out 
and deserve attention. They may well point to tendencies in the 
operation of Capital Transit Co. that require scrutiny. 


TRAFFIC TRENDS 


Every city poses its own peculiar transit problems. Washington 
is no exception to this. Some of its outstanding characteristics are 
the following: (1) The wide use of private automobiles for commuting; 
(2) the extensive resort to group-riding among Government workers; 

(3) the comparative cheapness of taxis; (4) the intensification of peaks 
ot traffic at the opening and close of the Government business day; 
(5) the congestion of traffic in downtown areas particularly at peak 
traffic hours which stems in part from an excess of traffic movements 
not merely into and out of these areas but through them; (6) the 
underground rail system for streetcars making for an unusually ex- 
pensive installation as contrasted with overhead wires; (7) a fast- 
growing suburban area under the jurisdiction of two States; (8) an 
inflow and outgo of population, with a constant increase, related in 
large measure to national emergencies. 

The war years of 1942 to 1945 called for immediate traffic expan- 
sion. By the end of 1942, not only had Capital Transit Co. increased 
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its own busses but some 100 had been leased from the Defense Plants 
Corporation. Traffic maintained itself steadily until the end of 1946, 
when it started to drop and has declined ever since. The three 
following statistics covering this period are of interest. 


Total pas- lotal vehick Total vehicl 





Sengers carried mileage operated 
waz 452, 688, 000 49, 942, 000 2 O15 
I-45 533, 240, 000 50, 890, 000 2.078 
19 t4 532, 242, 000 47, 591, 000 1, O84 
1y45 528, 459, 000 43, 626, OOO 1,940 
1946 526, 842, 009 $7, S82, 000 1, 939 
1947 487, 662, 000 #8, 196, 000 1,744 
1048 136, 603, O00 £3, 448, 000 1,714 
O49 393, 549, 000 43,377, 000 1, 654 
GO 349, 854, 000 40, 538, 000 1. 578 
1951 333, 571, 000 38, 511, 000 1, 57¢ 


They show approximately the same percentage of decline from 1942 


in all three items. 


to 1951 Passengers carried dropped 26 percent, 
vehicular mileage operated fell 23 percent, and vehicles operated de- 
clined 22 percent. 

But the nature of this vehicular movement has varied substantially 
as will be seen from the following table: 














1942 FOR, O00 26, 344, 000 S50 
1942 +4, OOO 24, 456, 000 S30 

4 77, OOO 22, 313, 000 842 

M5 0, 000 21, O86, 000 SSS 

4 », 000 23, 236, 000 S24 

{ 000 5, 000 730 

48 11, 000 37, OOO 701 

40 000 ? (hw) bu 

mo) 000 25, 471, 000 615 

14, 126, 000 24, 385, 000 61 " 


The abov ce table shows passenger streetcar mileage has dropped very 


V hile 
» | 


sha rply ‘ 


bus mileage operated has remained fairly constant. 


lt shows also that the number of miles operated per vear per bus has 


mcreased 


NNna 209,940 1 


hid 


from 21] 


195] 


and 


20,112 in 


1943 to 26,449 in 
hile the number of miles operated per vear per 


1950 


streetcar has decreased 28,431 in 1942 and 31,246 in 19438 to 
24.501 in 1950 and 22,969 in 1951. The above statistics are further 
1] } 
illuminated by the 
I St 1 Percent cent 
if passeng of mileage 
earried t perated by 
f Bu treeteat streetcar 
' 274, 679, 000 178, 009, 000 60 7.2 
} 2, 751, OOO 200, 495, 000 62.4 51.0 
i} $36, 005, O00 196, 237, 000 63.1 53. 1 
LF 5, 214, 000 193, 245, 000 63.4 51.7 
Ht 38, 274. 000 LSS, 568, O00 62.8 51.5 
47 314, 339, 000 173, 323, 000 64.4 50.7 
5 276, 937, 000 159, 666, 000 63.4 18.9 
140 225, 976, 000 167, 573, 000 57.1 410.8 
19 191, 208, 000 158, 646, 000 4.7 37.1 
} 179, 627, 000 153, 944, 000 53.9 3697 
f mm oe rs were ft tn active se ( 
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‘These tables show the steady drift since the war vears to the cur- 
tailment of streetcar operations, the substitution of bus operations for 
streetcar operations, and the steadily increasing load being placed 
upon each bus by the bus operations. The decrease in the number of 
busses since the war years with the mileage remaining substantially 
constant indicates that in 1951 the bus system is considerably less 
flexible than it was in 1944 or 1945. Busses cannot be massed as 
easily for peak loads in 1951, and, although these figures are not 
determinative of the fact, they indicate that the headway between 
busses has been increased.?. The same conditions apparently prevail 
with regard to streetears.® 


COST TRENDS 


The rising cost of operations is reflected in the reported figures. — Its 
relation to revenues is given by the following statistics of the ratio of 
operating expenses to operating revenues: 


Operating | Onperatt 

Year: ratio Year—Continued ratic 
1942 72. 45 | 1947 _- 91. 58 
1943 71. 56 1948 RY. 45 
1944_ 74.19 1949 __ 90. 66 
1945 78. 62 | 1950 __ 86. 00 
1946_ B5. O4 | 1951 _. 1 83. 59 


Che reported figure is 94.76. This is an error as it includes taxes in operating expense, excluded in othe 
years, 


Comparing the relative costs of bus and streetcar operation, we 
get the following statistics: 


Operating expenses per mile 


Year 
Streetcar Bus 
1948 $0, 63195 $0, 48588 
1949 . T0604 . 60121 
1950 ; . 72452 . 49379 
1951 : 77655 53421 
The reported figures are $0.94916 and $0,56570 respectively (hese are in error since they include taxes, 


excluded in other years, 
These should be contrasted with operating revenue per mile: 


Operating revenue per mile 


Year pe 

Streetear Bus 
1948 $0. 80256 $0). 45243 
1949 . 90324 .46715 
1950 . . . 97763 . 49420 
1951 ' 1.09413 . 54345 


From the above figures, several matters seem apparent. The first 
is that over-all operating ratio has improved since the new manage- 
ment took office. The second is that the revenue from streetcar 
operations as against their expense is far more satisfactory than the 

7 The reported figures of Capital Transit Co. do not give bus route mileage as distinguished from total 
bus mileage, but the bus route mileage, it is believed, has been fairly substantially increased between 1946 


and 1950 
§ The track mileage operated has decreased from 165.36 in 1946 to 145.63 in 1951. 
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relationship of revenue and expense in bus operations. Indeed, in 
two of the last 4 years, with regard to bus traffic, expense outdistanced 
revenue considerably and in the last 2 years the revenue has only just 
caught up with expense. 

Actually the problem is more serious than the above figures indicate, 
for, in determining operating ratio, no allowance is made for taxes. 
Indeed, the company does not segregate its income tax between bus 
and streetcar operations, but charges it all to streetcar operations. 
Disregarding any income taxes but including other taxes, revenue and 
expense of bus operations for the past 4 years stand as follows: 


Year Revenue | Expense Deficit 
pa aes Se ee i I | 
1948___. * ae acid) i Ales a eee $10, 106, 166 | $11, 429, 117 | $1, 322, 951 
8 ENE SE A ETS! Te OS eee Ar Te | 12, 002, 370 | : P 1, 530, 691 
1950 Ladccdmebcacacnil. no 646, 147 
_ = —_ sveousshawheshnaneei | 13, 252, 204 | 542, 607 





This relationship of revenue and expense in bus operations poses 
a serious problem for the future. If the trend away from streetcar 
operations continues, a source of revenue will be lost and unless some- 
thing changes in the relationship between revenue and expense in 
bus operations a serious drop in net operating income will ensue. 

The improvement in the operating ratio seems due to two causes— 
an increase in fares and a decrease in expenses. Operating personnel 
which stood at 5,025 in 1948 dropped to 4,267 in 1950 and 4,096 in 
1951. It has been contended tbat the savings here effected have 
reduced the quality of the service, particularly in the field of mainte- 
nance. The increase in the number of breakdowns occurring to 
busses is evidenced as proof of this. The Public Utilities Commission 
maintains that this is not the case and points to the fact that national 
maintenance awards have recently been won by the Capital Transit 
Co. Clearly, however, the matter is one to be watched with care. 
Variations in the bus breakdown rate can be attributed to various 
causes, among them the weather, but they should not be dealt with 
lightly. Personnel reductions in Capital Transit Co. have been 
heavy, amounting to nearly 20 percent, with no concommitment 
reduction in the total mileage. Such a heavy reduction would lead 
to an inference that either the company was overstaffed in 1948 or 
is understaffed in 1951. The truth lies probably somewhere in 
between. 

HEADWAY IN BUS OPERATIONS 


The most persistent source of complaint is the lengthening of head- 
way in operations, particularly bus operations. Customers contend 
that service is too infrequent on many routes and that they have to 
wait too long for a bus. That headway in bus operations, both in 
normal and peak operations, has been increasing seems fairly obvious 
from the above figures. Providing the right Sadia at the right 


time is, perhaps, the most difficult of all transit operations. Shortening 
headway is extremely costly but extending it unduly is failing to 
render the public the type of service to which it is entitled. 
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Finding the right headway is a matter less of formulas than of 
experience and observation. It must be watched by the Public 
Utilities Commission for there is an inevitable tendency on the part 
of management, when operating ratios threaten to increase, to curtail 
service. A neutral and independent determination of the appro- 
priateness of any schedules is highly important. 

With a shift to larger busses, so as to decrease operating costs and 
to relieve traffic congestion, headway is likely to be increased par- 
ticularly during other than peak traffic hours. The use of these 
larger busses can improve the over-all traffic situation provided, 
however, they are employed on main routes or at peak traffic hours. 
For ceneral feeder operations, their use is likely to provoke more in- 
dignation than praise. 


HANDLING OF COMPLAINTS 


The voicing of complaints against transit operations is a sort of 
constant habit of commuters. But the fact that frequently these 
complaints, though full of sound and fury, have little content to them, 
does not mean that they can be ignored. Fortunately, the city of 
Washington has a number of civic associations who specialize in the 
voicing and handling of these complaints. The experience of some of 
them with the Public Utilities Commission and the Capital Transit 
Co. upon their own testimony has been satisfactory. Others, how- 
ever, are less pleased with results. 

The handling of these complaints demands care and consideration. 
From the standpoint of the complainant, he is frequently hard put to it 
to establish the facts. He knows only that something appears to be 
wrong but what and how and whether it can be corrected are beyond 
his ready knowledge. It is here that the inspection service of the 
Public Utilities Commission is of prime importance. Unfortunately, 
the Public Utilities Commission seems to lack adequate personnel for 
this type of inspection. To provide sufficient additional personnel is 
not an expensive matter and should repay the District many times 
its cost. 

Secondly, procedures for the handling of complaints should be 
informal and rapid. The tendency in this field seems to be a formaliz- 
ing of their handling rather than the reverse. Last year, the Public 
Utilities Commission held formal hearings with regard to a number of 
complaints. It has still to issue its report with regard to them. These 
delays provoke irritation rather than solving it. 


ABANDONMENTS AND FAILURES TO INSTALL SERVICE 


This subject is treated in part III of this report. 


CONDITION OF PLANT AND EQUIPMENT 


In the past and generally speaking, the Capital Transit Co. has a 
record of providing reasonable modern equipment, and upkeep has 
been good. There are certain troublesome indications that have 


appeared in the last 2 years, which are disclosed by the following 
figures: 
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| 
Gross addi- | Gross addi- 
tions to tions to 


j 
Depreciatic 
road and epreciatian road and 


Depreciation 


equipment ! equipment ! 
Yeur j Year—Continueéd 
i946 $2, 623, 164 $2, 855, 443 1949 ‘ ee $2, 288, 319 $2, 9O8, GOS 
1947 2, 254, 411 1, 324, 311 1950 oJ | 2. 440, 610 491, 933 
1948 2, 275, 972 1, 952, 622 1951 _. sand 2, 367, 934., 176, 572 


Exclusive of construction work in progress. 


The large decline in 1950 and 1951 is not solely attributable to the 
fact that no new busses were acquired during those years. Expendi- 
tures on automotive service equipment, on shop, car houses and garage 
structures and equipment and other items have declined from their 
average levels. But figures such as these, to have real meaning, need 
to be related to the results of actual observation of the conditions of 
road and equipment. They do point, however, to the necessity for 
watch-dog tacties on the part of the Public Utilities Commission. 


RECOMMENDATIONS 


(1) With regard to road and equipment, it is essential that high 
maintenance be observed. Economies that have been introduced 
by the new management are, of course, to be commended provided 
that they do not result in an unjustified reduction of service. The 
same thing is true of headway in the various routes. In both these 
respects, careful observation by the Public Utilities Commission is 
essential. Its existing staff for these purposes appears inadequate 
and should be increased. 

(2) The cost of bus operation is disconcerting. With the trend 
of streetcar operation inevitably downward, Capital Transit Co., on 
the basis of existing operating ratios, faces a serious situation. Tailor- 
ing equipment to traffic needs is probably the answer. This will 
justify larger busses on the heavier traveled routes, but their intro- 
duction elsewhere is likely to reduce the frequency of service. 

(3) Handling of complaints by the Public Utilities Commission 
should be accelerated. Particularly, the results of the lengthy hear- 
a. es ted last year should be made public. 

The Public Utilities Commission should welcome the assistance 
in aid of civic associations in reexamining local traffic problems. 

(5) In order to provide an adequate protagonist for the public, it 
is not necessary to revivify the former post of People’s Counsel. 
That function should be undertaken by the legal staff of the Com- 
mission, but the legal staff in this respect should have wide inde- 
pendence of action. They are truly public counsel in these matters 
and should take upon themselves that responsibility openly and 
fearlessly. There is criticism today from informal sources that the 
legal staff of the Commission is not aggressive enough in the public 
interest. 

(6) The system of examiner’s reports could be profitably used by 
the Public Utilities Commission in handling major problems in this 
area. The Commissioners are busy men and the examiner provides 
a sharpening of the issues both for them and other parties. Argument 
and prese ntation to the Commission itself by this method becomes 
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Some suggestions have been made to transfer the jurisdiction of the 
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more direct and related to the important issues, and affords outside 
parties a better opportunity to relate their contributions to the 
evidence. 


IlI. Prosutrms Arisinc Our or tHe Limirs or THE STATUTORY 
Powers or THE Pustic Utinities ComMissIon 


THE DIVERSE JURISDICTIONS IN THE WASHINGTON METROPOLITAN AREA 


Territorially, the Washington Metropolitan Area consists of the 
District of Columbia and portions of the States of Maryland and 
Virginia. The Capital Transit Co. operates within the District and 
in Maryland. Other transit companies serve the Virginia area locally 
and operate into the District purely as a terminus. 

With the exception of a few express busses that operate between 
the District and points in Maryland, there are no through fares 
between points in the Distriet and points in Maryland. Apart from 
the Pentagon operation, through fares to points in Virginia exist 
only from terminal points in the District. Other than on the Pentagon 
operation, there are no joimt fares as between Capital Transit Co. 
and other bus lines and no transfer privileges. 

The regulatory authority of the Public Utilities Commission extends 
only to operations in the District. ,.I1t has no authority with regard 
to rates or fares between points in the District and points outside the 
District. It cannot require the establishment of through fares or 
prescribe joint fares. It also believes itself required by statute to 
segregate District of Columbia operations from operations outside the 
District in determining fares applicable within the District. 

Operations in Marvland and Virginia are subject to the control of 
the respective public utilities commissions of these two States. 
These commissions have a general jurisdiction over all public utilities 
in their respective States. 

The Interstate Commerce Commission has jursidiction over certain 
financial phases of the Capital Transit Co., such as long-term financing, 
acquisitions of control and similar matters. It also has a limited 
jurisdiction, which it has not exercised, except with regard to the 
Pentagon operations, over through and joint fares between points in 
the District and points in Maryland or Virginia. The limits of its 
jurisdiction in this connection are not clearly defined. 

Since the divestment of control of the Capital Transit Co. by the 
North American Co., the Securities and Exchange Commission 
possesses only that jurisdiction that it has over any other corporate 
enterprises whose stocks are listed on a registered stock exchange. 

The functions of the Interstate Commerce Commission: 

On the regulatory financial side, the Interstate Commerce Com- 
mission substantially duplicates the work of the Public Utilities Com- 
mission. This duplication is unnecessary and wasteful and has proven 
nothing of value. 

The regulatory authority of the Interstate Commerce Commission 
with regard to interstate fares is not duplicatory. It is not, however, 
intended by law to be other than sporadic and is to be invoked only 
under unusual circumstances. It does not extend to controlling 
intrastate fares even though these fares could become discriminatory 
in character and affect the capacity of Capital Transit Co. to perform 
its metropolitan activities. 
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Some suggestions have been made to transfer the jurisdiction of the 
Public Utilities Commission to the Interstate Commerce Commission. 
These have stemmed in the main from dissatisfaction with the work of 
the Public Utilities Commission and from the belief that the Inter- 
state Commerce Commission is more expert in transit matters and less 
subject to the local influence of the Capital Transit Co. These pro- 
posals are essentially wrong. The Interstate Commerce Commission 
has no special expertness in local transit problems as distinguished from 
railroading. It is an organization whose prime concern is national 
rather than local. The specific local problems of the Capital Transit 
Co. could not possibly receive continuing attention from a division of 
that Commission and would in all probability be handled at lower 
echelons with only formal attention by the Commission. Experience 
has demonstrated generally that the local handling of transit problems 
by local authorities, duly empowered and reasonably competent, is 
far superior to their handling by some distant and only casually in- 
formed bureaucracy. The loyalties of the Interstate Commerce 
Commission are to the Nation as such and not to the city of 
Washington. 


THE DIVISION OF JURISDICTION BETWEEN PHE PUBLIC UTILITIES 
COMMISSION AND THE MARYLAND COMMISSION 


Recently, pursuant to the statute and at the suggestion of civic 
associations within the District, the Public Utilities Commission for 
rate-making purposes has segregated operations within the District 
and in Maryland. The appropriate rate of return is theoretically 
provided only on the company’s property within the District in that 
rates are prescribed only for the District. Actually the rate of return 
earned by the company on its Maryland operations falls far short of 
that earned on its District operations. Residents of the District, 
believing their interests are primarily in the District, believe that 
this is the right approach in that they should not be burdened with 
the cost of the Maryland operations since they have no control over 
these costs, particularly taxes imposed by Maryland, or over the 
revenues desirable from the Maryland operations. 

This approach is fallacious. Admittedly, operations in Maryland, 
due to the fact that they are in suburban areas more sparsely popu- 
lated, are more costly per revenue-mile than those in the District. 
But the metropolitan area is an entity economically and transitwise. 
Its expansion into Maryland redounds to the benefit of the District 
and the cost of that expansion transitwise should be borne by the 
metropolitan area as a whole. 

The existing situation, indeed, leads to unfortunate results. Since 
the Maryland Commission can only look to Maryland revenues to 
support Maryland operations, it hesitates to thrust losses on the 
Capital Transit Co. which by law cannot be compensated for by 
revenues derived from the District operations. This leads to readier 
acquiescence by that Commission in the abandonment or curtailment 
of Maryland operations and less rigorous requirements for the exten- 
sion and expansion of Maryland operations. Complaints of Maryland 
patrons are generally more voluble and relatively more numerous 
than those of residents of the District, and they tend to have more 
content, but under the existing legal situation both Commissions are 
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substantially forced to this position which works an undue hardship 
on the Maryland operations. 

Again, the Maryland Commission having a far more extensive 
jurisdiction than the Publie Utilities Commission is less close to and 
less intimate with the affairs of the Capital Transit Co. than the 
Public Utilities Commission. Complaints of patrons are consequently 
less readily handled as access to the regulatory authorities is made 
more remote. 

There is furthermore a natural divergence in the standards with 
regard to service applied by the two Commissions, together with a 
considerable variation in the form of the fare structure. All of this 
tends against that degree of integration that should characterize the 
Capital Transit Co. as a system. 


INTEGRATION OF DISTRICT AND MARYLAND OPERATIONS 


[t is obviously desirable for regulatory purposes to bring about an 
integration of the Maryland and District operations. Not only 
should there be authority lodged in one Commission to deal with 
District operations and Maryland operations but also to deal 
with District-Maryland operations. To bring this about as a legal 
matter is not easy. District and District-Maryland operations are 
subject to the jurisdiction of Congress, but Maryland operations are 
not directly subject to congressional control. The jurisdiction of the 
Public Utilities Commission or some similar commission could be 
expanded to embrace these Maryland operations by agreement be- 
tween Maryland and the Congress. This agreement can take the 
form of a compact or of separate but coordinated legislation. We have 
numerous examples of this kind of interstate regulatory device such 
as the Port of New York Authority and the Interstate Palisades 
Park Commission. 

Pending such legislative action, which is bound to take a certain 
amount of time, cooperation between the Maryland and District 
Commissions should be encouraged. The degree of cooperation in the 
field of rate making is limited by statute. But in the field of service 
much can be done by the development even at lower echelons of 
cooperative action. Schedules, standards of service, methods of 
reporting, and other matters can be more effectively harmonized to 
the benefit of everyone. 


INTEGRATION OF VIRGINIA OPERATIONS 


Inasmuch as Capital Transit Co. does not operate into Virginia 
the need for the extension of jurisdiction of a Metropolitan Com- 
mission to operations in Virginia is far less apparent. These opera- 
tions have been standing on their own feet and are the responsibility 
of Virginia. However, Virginia-District operations are definitely 
within the jurisdiction of Congress and there is no reason why the 
authority now possessed by the Interstate Commerce Commission 
over them should not be transferred to the expanded Metropolitan 
Commission. The problems of through fares and joint fares and 
transfers could then be handled by the Metropolitan Commission. 
It might also be possible with the consent of Virginia to bring the 
Virginia operations themselves under the regulatory umbrella of the 
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expanded Commission. But due to the lack of physical integration 
between these operations and operations within the District, there is 
less necessity for this regulatory integration than in the case of Mary- 
land. 





RECOMMENDATIONS 


(1) It would seem desirable to promote as much cooperation as is 
possible between the regulatory authorities of the District and of 
Maryland. Their problem is a commen one and, although the joint- 
board technique of the Motor Carrier Act is not applicable to their 
mutual problems, informal cooperation is clearly possible. 

The power of the Interstate Commerce Commission with regard 
to through interstate routes and joint rates should be expanded and 
that power should be transferred to the Public Utilities Commission. 

3) Duplication of financial controls by the Interstate Commerce 
Commission and the Publie Utilities Commission should be avoided 
by appropriate amendment of the Interstate Commerce Act. 

(4) It is desirable to promote (a) a consistent rate structure for the 
Capital Transit Co. and a uniform rate of return for the entire system ; 
(6) uniform standards of service, and (c) abolition of divided control 
over the operations of Capital Transit Co. To effectuate such an 
end, an agreement with Maryland for a unified authority is essential. 
This expanded Commission could be composed of one member of the 
Maryland Commission and two members of the Public Utilities Com- 
mission, leaving the Public Utilities Commission intact with regard to 
its other non-transit activities. This expanded Commission could be 
known as the Metropolitan Washington Transit Commission. 

(5) If legislation pursuant to (4) above is proposed, the legislation 
could be drafted to invite Virginia to join the new Commission in 
which event an additional member from the District should be added 
to the new Commission and one member from the Virginia State 
Corporation Commission. 

(6) The expanded Commission under (4) and (5) would in substance 
possess powers akin to those possessed by the several constituent Com- 
missions in addition to those conferred by (2) above. 

(7) The determination of the appropriate regulatory authority for 
the metropolitan area transit system should not be made to hinge upon 
personalities or past records of performance. The decision to be made 
will be of an enduring nature and should not be governed by con- 
siderations of that character. 


IV. Tue Revatrionsnie or TRANsIr PROBLEMS TO THE TRAFFIC 
PROBLEM 


The efficiency of any public transit system hinges largely upon 
traffic conditions outside the control of the transit company and also 
outside of the control of the regulatory authority. Densely packed 
streets impede the travel of streetcars and busses and slow them 
‘down to a snail’s pace. Difficulties of parkmg in downtown areas 
make car owners resort to travel to and from those areas by public 
conveyance. The relocation of traffic streams or packed conditions 
on particular streets may call for the removal of tracks and the in- 
stitution of new routes. Finally, private traffic may become so heavy 
and slow-moving as to call for ‘subway construction and the elimina- 
tion of surface railways. 
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The traffic problems of the District of Columbia are serious and are 
growing daily more so with the contmued expansion of the city. 
Chief among these traffic problems is the congestion at peak traffic 
hours in the downtown area and the movement through this area of 
traffic not originating in or destined to the are: 

Many Government agencies have a direct interest 11 Washington’s 
traffic problems. Short-range and long-range plans have been 
evolved for their solution. The difficulty lies with the fact that re- 
sponsibility both for planning and for carrying out plans that have 
been prepared has been to diffused. Recently, however, a study has 
been made of Washington’s transportation problems jointly by the 
Department of Highways of the District of Columbia, the Maryland 
State Roads Commission, the Department of Highways of Virginia, 
the Bureau of Public Roads of the United States Department of Com- 
merce, the National Park and Planning Commission, the Department 
of the Army, and the combined transit interests of the area. A pro- 
gram was evolved, centering about relief to traffic congestion in the 
downtown area, divided into two phases—immediate needs to be 
constructed within a 5- to 8-year period callmg for expenditures of 
some $96,000,000 and future needs which will arise subsequently but 
within the next 10-year period of some $43,000,000. Considerable 
abandonment and removal of streetcar tracks will be necessitated by 
this program. 

Further progress is to be seen in the fact that this program has 
wready received the approval of Engineer Commissioner Robinson, 
of the District of Columbia. Its effectuation, however, will depend 
to a considerable degree upon the cooperation of Congress, for re- 
sources of the Federal Government will be required to put the plan 
into full operation. 

This plan, however, does not purport to deal with the increasing 
parking problem. Studies are now in progress looking toward 
specific recommendations with regard to this problem. The fringe- 
parking program recently outlined by the Capital Transit Co., for 
parking areas on the outskirts of the city with radial express bus 
service into the city, will probably come under consideration. 

It is certainly not the function of this report to suggest solutions 
to the broad traffic problems of the metropolitan area, nor can a com- 
mittee of the Congress project and plan such solutions. But the 
Congress should be aware of the presently thorough and comprehen- 
sive planning that has been taking place and of the coordination that 
has characterized the work of these various agencies. It is important 
that a plan of this character should have the sympathetic under- 
standing and general approval of the District Committees of both the 
House and the Senate. Certainly there is no need to create any 
further authorities or commissions to create newer plans. What is 
desirable is that the Commissioners of the District be encouraged to 
bring about the effectuation of these plans and that they should be 
assisted to evolve an adequate, realistic financing program. 

The existence of and the proposed effectuation of these plans are, 
of course, of immense concern to the Capital Transit Co. and, in 
turn, to the Public Utilities Commission. From this standpoint, the 
budget and cash-flow requirements of the Capital Transit Co. are of 
great public importance. In that respect the Publie Utilities Com- 
mission has important supervisory responsibilities. The transit sys- 
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tem as such must be capable of assuming such financial responsibilities 
as it will be required to undertake and to adapt service to the new 
possibilities that are being opened to it. 

Specifically, a congressional committee can act in this connection 
only primarily as a watch-dog. The responsibility is that of the 
Public Utilities Commission and not the committee, but the com- 
mittee can rightly observe the manner in which this responsibility is 
being discharged. Mass surface transportation in the major cities of 
this country everywhere has its problems. They tie in again and 
again to the over-all problem of surface transportation and cannot 
find their solution apart from a betterment in surface transportation 
generally. ‘The committee can emphasize this feature of the situation 
in the District. Its interest in transit must encompass the broader 
interest in traffic, and in turn it must insist that transit should assume 
its eee ate re sponsibilities in that connection. 

The Capital Transit Co. has had a proud history in its past and in 
times of emergency has responded effectively to the needs of the 
community. It is primarily a public service institution and not an 
avenue for speculation. It is not today from a practical standpoint in 
dire need. The steps suggested in relating its earnings to its true in- 
vestment will give a less theoretical and more practical approach to 
the problem of future fare increases. But equally as important is the 
emphasis that should be placed on service. Both the financial and 
operational policies must be directed toward that end, for, in essence, 
mass transportation is a community enterprise. As such, the regula- 
tory authorities must be attuned to community needs and com- 
munity desires. These today can be met without resort to schemes of 
public ownership and control. Certainly, those presently in control of 
Capital Transit Co. as investors have no ground to complain of the 
failure of the ae to vield them a fair return on their investment. 
This, however, cannot be the controlling consideration in the future 
development a the company. But it is an item to be weighed in 
determining the validity of such propositions as have been recently 
made that, in essence, would seek to conserve and even increase these 
recent speculative gains by a transfer of the assets of the company to 
the Public Treasury. The need for such heroic rescue operations is 
— ay far from apparent. Instead, given adequate traffic planning 
for the District and its contiguous area, mass transportation has a 
future brighter than it has had for many years. 

Respectfully submitted. 





James M. LANDIS 








